The article aims to describe the process of gradual convergence of Czech accounting standards with International Financial Reporting Standards. One of the last steps was the introduction of residual value and component depreciation method in the field of accounting and reporting of longterm assets. The aim of the harmonization processes is to ensure comparability of financial statements on an international scale and clarity for users of financial information. Uniform rules for financial reporting lead to the credibility of financial statements to investors and ultimately affect the competitiveness of firms.
Introduction
The accounting harmonization processes mean not only convergence of internationally recognized accounting standards, namely International Financial Reporting Standards (IFRS) and the General Accepted Accounting Principles (US GAAP), but also their gradual introduction in national modifications of other countries. The aim of these processes is to ensure clarity and comparability of financial statements on an international scale, which also indirectly affects the competitiveness of firms, especially from the viewpoint of obtaining additional funding sources of business processes.
An important step in this was the IFRS acknowledgement by the Council of the European Union, when the international accounting standards became a part of European directives, with the obligation for the EU member countries to prepare consolidated financial statements in accordance with IFRS starting from year 2005. For individual financial statements the international accounting standards are obligatory in our country only in trading companies issuing securities, registered on the regulated market of securities of the EU member countries (Act No. 563/1991 Coll, on Accounting, Section 19 Para. 9 and Section 23). Other accounting entities are still obliged to follow national accounting rules which, however, absorb elements of international standards step by step.
One of these steps was introduction of new accounting regulations by an amendment in 2011 to long-term assets depreciation. It is the so-called "residual value" which represents a value of long-term assets at the end of their economic life. Another new feature consists of a different approach to long-term assets depreciation in a form of the so called "method of component depreciation". Both cases involve the rules taken over and adjusted by the international accounting standard IAS 16 -Property, Plant and Equipment.
Literature review
A large strand of literature has examined the connections between tax and financial accounting. Many authors identify increasing divergence in reported financial and taxable income, Blechová (2012), Desai (2003) . Porcano and Tran (1998) , Freedman (2004) and Hanlon and Shevlin (2005) discuss costs and benefits of a possible book-tax alignment. All of them emphasize disadvantages of such a development. Lamb et al. (1998) identify a strong tax influence on financial accounting regulations in Germany. Compared to other countries, Evans and Nobes (1996) describe a (implicit) strong emphasis on the conservatism principle in German financial accounting regulations, which is partly due to its closeness to tax accounting. Kanniainen and Södersten (1995) discuss investment incentives caused by a onebook or a two-book accounting system. Nobes (2004) and Nobes and Parker (2006) provide an overview of the literature dealing with the developments in national financial reporting systems. Barteczková (2003) deals with the issue of the accounting and tax harmonization in the area of SMEs in the Czech Republic before entry into the European Union.
Slemrod and Kopczuk (2002) provide a framework for measuring tax rate and tax-base effects and discuss the optimal complexity of taxable income. Barteczková (2008) analyzes the impact of the tax reform on income taxes intended to simplify the entrepreneurial environment. Koštuříková (2011) assesses corporate tax burden in the Czech Republic as an important factor of increasing competition among countries of the European Union. One of the difficult areas is also the area of deferred tax which is set by the International Accounting Standard IAS 12 -Income TaxES, that is generally in accounting applied for the income taxes, that means both for accounting of deferred tax and for accounting of payable tax receivables and obligations (Janoušková, 2007) . Slemrod (2005) empirically measures the complexity of the tax systems of US states. Gupta and Mills (2003) find that non-uniformity among US states' tax systems increases corporations' compliance cost burdens; McLure (2008) identifies ongoing non-conformity and concludes that compliance costs will remain "needlessly high". Transferring these findings to the current German situation, one might argue that reporting three parallel income statements as it is required induces high compliance costs.
We can find a number of qualitative papers dealing with possible new determinations of taxable income for German companies. However, analyses quantifying the effects of alternative tax bases on the tax burden of companies are rare. Quantitative evidence is provided by Eberhartinger (2000) , Gröning (2002), Spengel (2003) and Jacobs et al. (2005) . Gröning (2002) analyzes differences between US GAAP and the current German tax base and finds that German companies would save taxes if German taxable income was connected to US GAAP. Spengel (2003) finds that the tax burden of companies would decline if uniform accounting based on IFRS was implemented. In Austria, Eberhartinger (2000) uses a business model simulation to analyze various tax bases, including the IFRS and US GAAP. But according to the most recent publications, there will be no uniform accounting based on IFRS or US GAAP either in Austria or in Germany. Strouhal et al. (2012) discuss the issues of accounting harmonization in the Czech Republic comparing the local legislature with IFRS and focusing on the aspects of possible implementation of globalized standards there. They stress the attention on the limitation of fair value approach in the Czech Republic because of the lack of transparency of the local capital markets.
Residual value
According to present book (and tax) depreciation, long-term assets are depreciated over their estimated useful life from the purchase price to zero. At their disposal -if fully depreciatedthey therefore have zero residual value.
Example
On 20 May 2008, an entity purchased a car in the amount of 480,000 CZK. According to the depreciation schedule, the useful life is estimated to be four years. Depreciation begins from the following month of the car put into use. The depreciation procedure for individual years will be as follows: It is obvious that this is a change in approach to the book depreciation of long-term assets and not to tax depreciation. There are strict rules and there is no reason to change them. Introduction of residual value in accounting is another reason for entities to pay sufficient attention to depreciation schedules and not to practice the tax depreciation method in accounting.
Component Depreciation
Czech accounting depreciation so far has worked with individual items of long-term assets as a whole, irrespective of the fact that its individual parts can be of different useful life and will have to be repaired or replaced. In case of long-term assets, where their individual parts will be replaced during the period of the use, the parts ready for replacement are filed, as a rule, as spare part inventories in inventories on hand. Their replacement will not influence the residual value of long-term assets but it is reported directly into consumption and will influence the costs by a single application. Let us demonstrate it on the following example:
Example By 1 January of the accounting period monitored, a construction company bought and put into use drilling equipment in the amount of 10,000,000 CZK, the useful life of which is estimated to be four years. A part of the drilling set is a removable cap (component) in the amount of 1,000,000 CZK with an estimated useful life two years and has to be replaced at the beginning of the third year.
The company uses an even method of book depreciation.
In the following table the procedure according to the valid Czech accounting regulations will be calculated for individual years. A component represents a spare part registered as an inventory, which is in the exchange accounted under expenses. For simplicity, we do not consider the residual value. The above example shows unequal load of retained earnings at the time of the repair. Upon Czech regulation companies obviously create a provision for repairs of long-term assets in the years preceding the expected year of the repair (component replacement). It is only a partial solution as illustrated in the example bellow. The provision continuously creates a source for such repairs with a debit of expense, so that in the year of their execution the retained earnings are not loaded by a single application in the amount of the costs spent on repairs. The Czech accounting system does not allow revaluation of long-term assets to fair value and thus such a problem cannot appear. Nevertheless, the introduction of the component method of depreciation is the next step to ensure convergence of Czech accounting standards with international accounting standards. It is useful mainly for accounting entities which are not obliged to report in accordance with international financial reporting standards but which have an owner who requires them to report according to IFRS for the needs of consolidation.
Research outlet
Empirical research was carried out using questionnaires aimed to determine whether entities use component depreciation and if you are a legal provision for repairs of fixed assets.
Altogether 112 accounting entities participated in the questionnaire enquiry. The entities were asked three questions:
[1] Had you created a legal provision for repairs of long-term assets before 2009 (without the obligation to transfer money to a special account)?
[2] Have you created a legal provision for repairs of long-term assets after 2009 (with an obligation to transfer money to a special account)? From the answers it follows that 26 % of accounting entities had created a provision for longterm assets until 2009. By that time entities could have used the money created for provision for other purposes. After changing the act, when the entities have to put money aside to a special account and cannot dispose of the money free, they do not create a reserve for provision of long-term assets.
About 4 % of entities do not create a provision according to new legal regulations but they introduce component way of depreciation. Majority, i.e. 72 % of entities have never created a provision for repairs of long-term assets, neither have their introduced the method of component depreciation which should contribute to authentic and honest illustration of assets in their accounting. Any enterprise created a provision for repairs of long-term assets after 2009.
Conclusion
The harmonization processes reflected in the Czech accounting rules the provisions of the residual value and component depreciation that are used by IFRS. Indeed, the introduction of rules is not completely identical in both cases. It should, however, be considered as another step in the convergence of accounting rules on an international scale. The Accounting Act declares the obligation to keep accounts so that the financial statements give a true and fair view of the accounting and financial situation of the entity (Act No. 563/1991 Coll., on Accounting, Section 7 Para. 1). The true and fair view may look completely different, if the financial statements are prepared in accordance with the Czech legislation, or under IFRS. Gradual convergence of the Czech accounting rules with the international also results in convergence of the true and fair view, increases the credibility of financial statements for foreign investors and ultimately the competitiveness of trading companies.
There are two possibilities how to ensure an evenly spread impact of long-term assets depreciations into income in Czech accounting legislation. Either component depreciation or creations of provisions for repairs of long-term assets are allowed. The creation of provisions for repair of long-term assets is in a contradiction to recommendation of the IFRS -IAS 37 - If accounting entities cannot dispose of their money free, they are not interested in creating a provision for repairs of long-term assets, even if its creation is tax-efficient. Accounting method of component depreciation which is not applicable for tax purposes is not sufficiently advantageous for entities, but on the contrary, its introduction would result in increasing administrative load without corresponding tax effect. In our opinion, if the act on income tax does not react to accounting regulations, entities will avoid component way of depreciation.
